Preparing the Budget
· Each year, the president and Congress create the federal budget, which is a plan for how the government will raise and spend money. 
· A fiscal year (FY) is a 12-month period that may or may not match the calendar year. 
· The federal budget covers a fiscal year that begins October 1 and ends September 30 of the following calendar year.
· By law, the president must present a budget to Congress by the first Monday in February. 
· Congress then passes a budget resolution. 
· This document totals revenues and spending and sets targets for how much will be spent in various categories. 
· Mandatory spending is spending that does not need annual approval. 
· Discretionary spending is spending that must be authorized each year.  
· Before the government can actually spend any money, Congress must pass an appropriations bill to authorize spending for a particular activity. 
· Congress splits discretionary spending into 13 separate bills. 
· The bills follow the normal process for any bill.
· Appropriations bills must be finalized by September 15. 
· If not, Congress and the president can agree to a temporary appropriation until the appropriation bill for that category becomes law. 
· Could a period beginning January 1 and ending the following December 31 be a fiscal year? Explain.
· Federal Revenues
· The two main parts of the federal budget are revenues and expenditures. 
· Income taxes make up nearly half the federal government’s revenue. 
· Part of workers’ paychecks is withheld each payday. 
· At the end of the year, workers file a tax return that calculates the income tax the worker owes. 
· If too much was withheld, the worker will receive a refund. 
· If too little was withheld, the worker must pay the difference.  
· About 10 percent of federal revenues come from income taxes paid by corporations on their profits.
· About one-third of federal revenues come from payroll taxes deducted from workers’ paychecks to fund Social Security and Medicare. 
· Social Security is a program that provides money to people who are retired or disabled.  
· Medicare pays some health care costs of elderly people.
· Consumers pay excise taxes when they buy goods such as gasoline, tobacco, alcohol, legal betting, and telephone service. 
· The federal government collects an 
estate tax on wealth passed on to a person’s heirs. 
· It also charges a tax on certain gifts. 
· Small sources of revenues include fees to enter national parks and fees that oil companies pay to drill for oil on public land.
· Taxes in the United States are classified as proportional, progressive, or regressive. 
· A proportional tax takes the same percentage of income from everyone regardless of how much he or she earns.  
· With a progressive tax, the tax rate increases as income increases. 
· The higher the income, the larger the percentage of income paid as taxes.
· With a regressive tax, the percentage paid goes down as income increases. 
· Is a worker’s income tax equal to the total amount withheld from his or her paychecks? Explain.
· Federal Expenditures
· Social Security was the largest federal spending category in 2006. 
· As the population ages, spending on Social Security and Medicare is likely 
to rise. 
· Income security includes benefits paid to workers who retired from government, military, and railroad jobs. 
· It also provides money to disabled coal miners and poorer Americans for housing and child nutrition.
· The health category includes Medicaid, which pays for health care for people with low incomes. 
· This category also includes spending on medical research. 
· National defense is the second-largest spending category. 
· President George W. Bush has requested an increase to pay the cost of the war on terrorism.
· Each year, a portion of the budget goes to pay interest on the money the government has borrowed. 
· The amount paid depends on the size of the debt and the interest rates. 
· The government also spends billions on programs from education to highways to natural resources.
· What categories of spending are likely to rise as the population continues to age?
· 

